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EDUCATION, DEPARTMENT OF
Proposed regulations on Federal assistance to State and local agencies to meet 
special educational needs and assistance for children with special
educational needs have been issued by the Department of Education, (see 
the 6/11/80 Fed. Reg., pp.39712-64). These regulations are contained 
in 45 CFR 116 and 116a. The regulations deal with a wide variety of 
activities including program requirement allowable costs, 116.170; 
recordkeeping, 116.140; reporting, 116.160; and auditing, 116.190 to 
116.194. Comments are requested by 8/11/80. For additional information 
contact John Stackle at 202/245-2720.
GENERAL ACCOUNTING OFFICE
"Government Earns Low Marks on Proper Use of Consultants" is the title of 
a 6/5/80 General Accounting Office (GAO) Report to Congress. The 
report recommends that the Congress and 0MB strengthen their oversight 
of consulting services. Areas that need improvement according to GAO 
include: identifying expenditures for consulting services; obtaining 
adequate competition when awarding consulting service contracts; assuring 
that consultant studies are not duplicated; and implementing effective 
management controls to assure the proper use of these services. Single 
free copies of this report are available from GAO at 202/275-6241.
HEALTH AND HUMAN SERVICES, DEPARTMENT OF
A  proposed amendment to Medicaid regulations which would provide that 
provider overpayments would not be offset on a grant award until the 
States have had a reasonable time to verify and resolve the debt, 
appeared in the 6/12/80 Fed. Reg., p. 39872. The purpose of this proposed 
regulation is to reduce program costs by assuring that all overpayments 
are identified and reported on a timely basis, and to encourage States 
to establish or improve controls that will reduce overpayments. For 
additional information contact Guy L. Harriman, Jr., at 301/594-8193.
HOUSING AND URBAN DEVELOPMENT, DEPARTMENT OF
A  request for public comment by the Office of Inspector General of HUD,
on the draft audit guide for use by Independent Public Accountants in
conducting audits of Mortgage-Backed Securities Insurers (see the 
6/10/80 Fed. Reg., pp.39422-32). Based on the comments received,
HUD will make necessary revisions and issue the final guidelines 
in no later than 6 months. Comments on the draft should be submitted 
by 7/25/80. For additional information contact Leonard Wolin at 
202/755-7217.
LABOR, DEPARTMENT OF
A notice of proposed rulemaking by the Department of Labor regarding
definition of plan assets for employee benefit plans appeared in the
6/6/80 Fed. Reg., pp.38084-87. The revisions were made under ERISA 
and have been published in response to the public comments received 
on the original proposal offered 8/29/79. Comments are requested 
by 8/5/80. For more information contact Robert Bitticks at 202/523-9592.
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SECURITIES AND EXCHANGE COMMISSION
Small issuers of securities might have different reporting requirements and other
obligations under the Securities Exchange Act of 1934, as a result of a 
recent SEC advance notice of proposed rulemaking. The SEC is considering 
the feasibility of establishing classes of small issuers for the "purpose 
of determining whether to relieve such issuers of certain reporting and 
other requirements under the Exchange Act" and is, according to the SEC, 
a further initiative to identify and remove impediments to small business 
"to the greatest extent consistent with the public interest and protection 
of investors." Public comment on 19 general questions contained in this 
proposed rulemaking is requested by the SEC, with a deadline of 9/15/80.
While establishing no restrictions on comments, the SEC reaffirmed its 
position that all issuers, including small companies, should continue 
to be subject to the provisions of the Williams Act, the internal accounting 
and recordkeeping provisions of the Foreign Corrupt Practices Act and the 
short swing trading provisions of Section 16 of the Exchange Act of 1934.
For further information contact Paula Chester at 202/272-2644.
Statement of management on internal accounting controls - withdrawal of
proposed rules, is the topic of SEC Release No. 34-16877, 6/5/80. The
decision to withdraw the rule is, according to the SEC, based in part 
on a determination that private sector initiatives for public reporting 
on internal accounting control "have been significant and should be 
allowed to continue." The Release repeatedly urges auditor association 
with the voluntary management reports and reveals that the SEC will 
continue a monitoring program through the Spring of 1982. At this point, 
the SEC will conduct a more comprehensive reconsideration of this area 
"after the Commission has had the benefit of its analysis of three years' 
experience with voluntary management reporting and auditor involvement." 
Further public comment is desired by the SEC, without a formal deadline. 
For further information contact John W. Albert at 202/272-2130.
The SEC's third "Report to the Congress on the Accounting Profession and the
Commission's Oversight Role" will be forwarded to the Senate Subcommittee
on Governmental Efficiency and the District of Columbia, Committee on 
Governmental Affairs, on 7/1/80. Sen. Thomas F. Eagleton (D-Mo) is Chair­
man. This report was authorized for issuance at the SEC open meeting on 
6/10/80, in Washington, D.C. SEC Chairman, Harold Williams, began the 
meeting by reviewing the developments of the past year and repeating seme 
past criticisms: that the effectiveness of the AICPA's SEC Practice 
Section's programs and mechanisms are not fully implemented or tested; that 
the pace of peer reviews must be accelerated and staff access to peer 
review working papers be agreed upon; that the Public Oversight Board 
effectiveness as overseer of the profession's self-regulatory program, 
remains undemonstrated; that the functioning of audit committees is more 
important that their mere numbers; that scope of services provided by 
independent accountants will continue to be monitored. Chairman Williams 
concluded his remarks by stating that this report ho the Congress reflects 
the current transition period; that the job isn't done yet but "that 
he sees nothing to convince him that it wouldn't work." Additionally,
SEC Chief Accountant Clarence Sampson, remarked that disclosures provided 
by ASR 250 would not be used by the SEC to retroactively "scrutinize" 
prior audit engagements, even if they revealed a high MAS/audit fee 
relationship. He concluded his remarks by stating that they (SEC) "will 
resolve the access problem soon."
-3-
TREASURY, DEPARTMENT OF
A measure which seeks to limit tax sheltering through straddle transactions
was introduced on 6/10/80 by Rep. Charles Vanik (D-Ohio). HR 7541 would 
postpone the recognition of losses on certain straddle positions while 
the taxpayer continues to maintain offsetting positions in a straddle.
It would provide that if a taxpayer holds a straddle, the portion of loss 
which exceeds recognized gain from the straddle may not be recognized 
for the period during which the taxpayer holds the offsetting position 
plus 30 days after the positions cease to be offsetting. The running 
of holding periods for the straddle positions would be suspended for the 
balanced period. However, in determining the taxpayer's holding 
period for the position, any period during which a position was held 
prior to the establishment of an offsetting position could be tacked 
to any period during which that position was held after the close of 
the balanced period. The bill could create a rebuttable presumption 
that two or more positions are offsetting under specified circum­
stances. The bill would apply to positions in personal property which 
are interests, including futures contracts in commodities, evidences of 
indebtedness and any other type of personal property except for stock 
in a corporation. Additionally, it provides that obligations of the U.S. 
issued on a discount basis and payable without interest in less than 1 
year will be treated as capital assets in determining gain or loss.
This change will apply prospectively to obligations issued after 12/31/80. 
Further, the bill provides special constructive ownership rules for 
determining whether any positions are offsetting. The amendments made 
by the bill would apply to offsetting positions established in taxable 
years ending after 6/30/80. HR 7541 is co-sponsored by Rep. Ben 
Rosenthal (D-NY) and has been referred to the Ways and Means Committee.
Tax treatment of gains from the disposition of certain oil, gas and geothermal
property was the subject of recently proposed regulations from the IRS,
(see the 6/11/80 Fed. Reg., pp.39512-19). The regulations would provide 
for the recapture of intangible drilling and development costs on the 
disposition of oil and gas property in a tax year ending after 12/31/75, 
and for the recapture of intangible drilling and development costs on a 
geothermal property for a well begun on or after 10/1/78. The amount 
subject to recapture would be the lower of the adjusted intangible 
drilling and development costs of the property or the amount if any, 
realized on the sale, exchange or conversion of the property which 
exceeds the adjusted basis of the property. The term "adjusted intangible 
drilling and development costs" is, under the proposal, the total amount 
of expenditure allocable to oil, gas or geothermal property paid or 
incurred after 12/31/75. The term "disposition" under the proposal 
is intended to have the same meaning as under tax code Section 1245. 
Comments are requested by 8/11/80. For additional information, contact 
William Mantle at 202/566-3294.
Quarterly Federal excise tax returns reflecting crude oil windfall profit
tax liability may be filed without penalty until the last day of the
second month following the calendar quarter, according to the IRS. Form
720, Quarterly Federal Excise Tax Return, is used to report the crude 
oil windfall profit tax as well as other Federal excise taxes and must 
be filed on the last day of the first month following the calendar
-4-
quarter. Rev. Proc. 80-23 states that taxpayers reporting both crude 
oil windfall profit taxes and other excise taxes on Form 720 may use 
the later filing date without penalty, provided they have made timely 
deposits of the taxes reportable on the earlier date. Rev. Proc. SO- 
23 will be published in Internal Revenue Bulletin 1980-26, 6/30/80.
Application of preparer penalties was a key issue discussed at the 6/9/80 
meeting of the IRS Commissioners' Advisory Group. A significant 
discussion at the meeting revolved around the real focus of the 
preparer penalty program, whether it should identify and punish 
improper patterns of performance by preparers or should it merely 
identify and punish specific improperly prepared returns. No definitive 
conclusion was reached. Commissioner Kurtz acknowledged a genuine 
concern for the issue of preparer penalties and indicated that his goal 
was to assess as few penalties as possible yet maintain a high level of 
performance among tax return preparers. He suggested that there were 
problems in applying standards of negligence on a nationwide basis 
but that the IRS was trying to gain uniformity by establishing standards 
which could be applied uniformly. The Commissioner also acknowledged 
that IRS agents needed more training in the area of preparer penalties.
The IRS, through the Assistant Commissioner of Compliance’s Office, 
has advised all examiners that "under no circumstance will an examiner 
discuss or propose a preparer penalty as to influence preparers to support 
the examiner's proposals in income tax examinations". This directive 
was issued 2/11/80 in response to complaints regarding the use of 
the penalties to influence preparers. While the Commissioner appears 
to be considering the issuance of guidelines, including examples of 
circumstances constituting negligence, he indicated his reluctance to 
provide examples that might be interpreted as the only instances 
appropriate for the application of penalties. When questioned directly 
by the AICPA member of the advisory group, Dominic Tarantino, on the issue 
of guidelines, Commissioner Kurtz replied "we're considering but not 
promising".
SPECIAL: LEGISLATION INTRODUCED TO DEREGULATE HEALTH CARE INDUSTRY
The National Health Care Reform Act of 1980", a measure designed to dereg­
ulate the health care industry and promote competition to contain soaring 
health care costs was introduced on 6/9/80 by Rep. Richard Gephardt (D-Mo). 
The following are changes HR 7527 would introduce in the nation's health 
care delivery system. Financial incentives would be established for health 
care providers and insurers bo contain costs while improving quality. Cost 
based reimbursement for hospitals would be phased out. Medicaid would be 
federalized, at the option of individual states. Additionally, HR 7527 
would replace government regulation of the financial aspects of the health 
care delivery system. The bill is based on qualified health care plans 
which could be sponsored by any person or agency of government. Depending 
on the plan chosen, citizens would receive a health care contribution 
from the Federal government. HR 7527 has been referred to the Ways and 
Means Subcommittee on Health.
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